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In the Matter of ) = o
) & . 0 8‘3,’,’1
Derrick Shepherd Campaign Committee ) . 3 T X280
Derrick Shepherd, in his official capacity )  MUR 6151 {w @ Zmd
as teasurer ) . :-‘.:5, ':1‘: gﬁg

GENERAL COUNSEL'S REPORT #2 . ® 8

i
L  ACTIONS RECOMMENDED ;

Take no further action, send a cautiomary letter, and close the file as to Derrick Shepherd
Campaign Comssittec and Derrials Skepherd, in his offininl capanity as treaseror.
I. BACKGRQUND

In 2009, following a referral from the Audit Division, the Commission found reason to
believe that Derrick Shepherd Campaign Committee and Derrick Shepherd, in his official
capacity as treasurer (“the Committee™), the principal campaign committee for Derrick
Shepherd’s 2006 campaign for Louisiana’s Second Congressional District, had violated 2 U.S.C.
§§ 432(d), 441, 441a(f), 434(b), and 11 CF.R. §§ 104.3 and 104.14(b)(T). The violations
included failing to maintain records relating to candidate loans, accepting various excessive and
prohibited conttibutions, misstating the antounts of receipts and disbursemearts, failing to file
cerfain 48 hour notices, amd failing to obtain ox disclose appropriate ecatribator identification
informetism and dutes of seneipt of ecutributions. Sezx MUR 6151, Fastual and Degal Analysis,

AtthnﬁmeoftheCommisﬁm'smsmmbdieve-ﬁndings.theConmitteewudommt

relating to a money laundering scheme. The Commission authorized an investigation to

_ determine whether receipts reported as candidate loans came from Shepherd’s personal funds,

—
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whether receipts from various limited liability companies were from prohibited sources, and
whether the criminal indictment’s reference to a $20,000 payment from Shepherd’s law firm to a
campaign vendor was a prohibited or excessive contribution. See MUR 6151, First General
Counsel’s Report.

In October 2008, Shepherd pled guilty to conspiracy to commit money laundering in
connection with frauidulent construstion bonds. In February 2010, after substantial delay,
Shephard wae sentenced to 37 rnonithe in federal paicen and three years of prabation, and fimed
$45,000. Saephard, who suzmrendered bis law licenss, is curmantly sarving his priscn seatenve.
Although the cziminal proceedings complicsted the availability of both documents and
testimony, we were able to gather factual information that was not ascertained during the audit.

In addition to interviewing campaign staff, we obtained some documents from Shepherd 1 |

b and used subpoenas to obtain additional records from numerous financial

institutions at which Shepherd maintained accounts. |

As discussed below, the investigation has shed light on the Committee’s operations and
has answered questions regarding the source of funds reparted as candidate loans, various LLC
contributors to the Conmmittes, and the $20,000 peyment. It doss aot appear that amy of the
Coniniitiee’s ortidunt was knnwing mmd wiilfsl. Gluan that the Cenunittne hua hikd no ssant or
activity for aver three years, hsa nn praspnats for obtaining additional funds, that the formar
candidate, who has no personal liability for the Committee’s violations, is in jail and unlikely to
discretion and take no further action other than to caution the Committee, and close the file.




10044281796

O 0 =N & W AW N

10
11
12
13
14
13
16
17
18
19

MUR 6151 (Derrick Shepherd Campaign Committec)
General Counsel's Report #2

Page 30f 13
IL DISCUSSION

A Campaign Operations

Derrick Shepherd registered as a congressional candidate and formed the Committee in
August 2006. During the three mouth campaign, the Committee had a figurehead treasurer (now
formew treasurer), and entrusted its disclosure responsibility to an accounant located in Baton
Roue.imidluu.whilem!mngnwachndqumadinNewOﬂegns. Baged on cur
intervisws of aampsign staff, it anpnars that there ware unalssr divisians of respaseibilitiss, panr
comcunication between the twa campaign locations, and a failure 1o eithar shace or seck
relevant information. For example, campaign staff acknowledged that the limited mechanism
that was set up to process contributions broke down under the strain of increased campaign
activity as the November 2006 general election neared.

Aocmdingwcamyﬁgﬁmff.smpherdwasa'hmdsm"andidmmwuacﬁvely
involved in the daily operations of the campaign. He collected contribution checks, and was the

point person in the New Orleans campaign office in addressing questionable contributions.

Though camypiga: staff processed contributions, Shepierd was the caly ome with access to the
Committho's tow bunk aoeounts. Tieat fimitetion mmade it difficult for campaign seaff to ik the
Conanittee’s diskimersents omt Shephend’a peraonal loans to the Comnitiee.

B. Candidete Leans

Audit Finding 1 concerned twelve loans from Shepherd to the Committee totaling
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$154,125 (ranging from $1,000 to $50,000)." Neither Shepherd nor the Committee maintained
supporting documentation to determine whether the loans were made with Shepherd’s personal
funds. See 11 CFR. § 100.33. As a result, the Commission found reason to believe that the
Committee and its treasurer violated 2 U.S.C. § 432(d) and 11 CF.R. § 104.14(b)(]).

The investigation uncovered no evidence that the funds used to make the candidate loans
were not Shepherd’s pessonil fomds. Shephert has muintaired tist all of the loans wens nmde
wnhniQmmm.mu-aquitym and kinos of emxdit.” Shephesd volunnrily
provided soms of his banle records 4 suppart his pesition and permitted us to review recards
from the federal criminal investigation, but those records were incomplete. Using information
we gleaned from records we had reviewed, we subpoenaed additional records from other
Shepherd bank accounts to further trace the loan funds.
relating to real estate ventures and his own law firm, while serving as a Louisiana State Senator.
During the relevant time period in late 2006, Shepherd had millions of dollars in offsetting assets
and liaBilities, including real esta® loens and lines of credit on his muny real estate holdings.
Bank newesds sivw that significant miof maney flowsd tinmegh Shepleal’s various

! The investigation shows that the total loan amount is actually $152,500.25 and consists of eleven loans not
twelma. Tio $154,120 isaxetond includts a $1:524.75 repipt that wos imisrepmntesi s & mn fsam Shephanil
However, bank records show that the $1,624.75 amount actually consists of two separate receipts from third parties -
a $1,000 contribution check from Smoke Bend Assoc, LLC PAC, a registered political committee which reported a
$1,000 contribution to the Committee, and a $624.75 check from BELO Management Services, Inc. (a corporation
which terminated as of January 31, 2008). It is unclear whether the unreported receipt.of $624.75 from BELO
(which operates a TV sistion) was a contribution or a refund (or some other payment) to the Comumittee.
ComBiering the irreguler smoust of thie check, ths $624.75 is likely not 2 contslouien.

? Sheyherd, wier has tint ravsined ax stosaty in this satter, bad several brief telepiione comeraations with the staff
attoxany cyaly ie the investigption. Rossur:, osither e Comsgitex not Shephard, in his offisial capsslyy ss
treagmet, filed a favamal responss tn the Cospmission’s raamen 10 believo aotification. Mast of our substantive
cantact with Shepherd hag been through his erinsinal sitomey, who is informally sml voluntarily representing
Shepherd in this matter. '
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personal and business bank accounts. Shephudobuinedgtotalof“.l@.l?ﬂromsevualreal
estate loans and revolving home equity lines of credit spanning the period of his candidacy
($3,929,173 in real estate loans and $220,000 in lines of credit).

Notably, several of Shepherd’s real estate loans ($1,050,000 on 4/7/06; $50,000 on
6/19/06; and $509,955 on 7/10/06) and one of his lines of credit ($29,000 on 10/26/06) were
obtained during ar in fairly close proximity m his bvief camiidacy. Shaphend aloo recsived a toml
of aboat $36,600 annually in compansatinn as a Louisiana State Senmir - a miximai sniary of
$16,800, mn expexse allowance, and per diam legislative session payments.’

Though Shepherd's financial portfolio is complicated by his substantial assets and
liabilities, the bank records show that he had sufficient funds in his various accounts to make the
campaign loans. Of the $152,500.25 in personal loans Shepherd made to the Committee, we
were able to trace $141,500 to Shepherd bank account records that we obtained during the
investigation. We have confirmed that a total of $92,500 of that amount was from sources that
clearly were Shepherd’s personal funds. Of that amount, $81,500 represents seven complete
loans that were made with funds from ShepherG’s varlous personal and business accounts that
contained a somplen mix ef fuinds, including: proceeds from varicus home equity 1ouns and lines
of omdit, distributions fowm his law firm ami other buminess enterprises, and fonds troasSemed
from Shepherd’s accounts.at several financial imetitutions. Two other loans were partially fundod
by funds from Shepherd’s accounts at Dryades Bank. Those nine loans are shown below:

3 Shepherd's two law firm accounts did not show significant cash inflows or cash balances during the August 2006
to November 2006 period. The largest monthly total deposit was $29,519 and moathly balance was $17.597.
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Bank Date Loan Amount Source of Funds
Chase 10/10/2006 | $10,000 . Home equity lom
First USA - | 10/26/2006 | $20,000 Home equity loem
Bank 11/3/2006 $19,000 Home equity loan

Louisiana Senate salary

USAA Bank | 8/2/2006 $20,000 and expenses
Hibemia - | Distributions from
Bank 10/26/2006 | $5,000 Shepherd’s businesses
Hibernia Distributions from
Bank 10/10/2006 | $2,500 Shepherd’s busimesses
Hibexnin
Bank 8/6/2006 $5,000 Existing fumds
Dryadns $3,000 (partial funding
Bank 8/2/2006 of a $10,000 loan) Existing funds
Dryades $11,000 (partial funding
Bank 10/12/2006 | of a $50,000 loan) Existing funds

Although the remaining $60,000 in reported candidate loans came frem accounss owned
by Shepherd, we were only able to confirm that the funds came from other accounts owned by
Shepherd, and have not confirmed that all of the funds in those other accounts qualified as
Shepherd’s personal funds. Bank records subpoenaed from Dryades Bank indicate that $49,000
was transferred to Shepherd®s Dryades account from other Shepherd accounts that we had not
subpwansaed, that were used %o partially fund two of Shepherd’s loans. We do not lnrow wirsther,
if wa swbpoenaed additicsmi bank secerds, they woadd settle the questian or only praxione tew
leads or dead-ends. Reaords fram GTE Ceadit Union show thet a loan of $10,000 cn August 3,
2006 was funded by cash deposits of $1,000 and $9,000 that we have not been able to trace to
their sources. Finally, GNO Credit Union records show that a loan of $1,000 on August 24,
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- 2006 came from funds withdrawn in the form of a certified check, but do not reveal whether or

not the check was drawn from Shepherd’s personal funds.*

In sum, we have traced $92,500 of the $152,500.25 in loans to sources that clearly are
Shephqd'spmonﬂﬁuﬂs.wiﬁnmemmamngmndswmg&omsmpwdmmfwwm
we did not obtain records. As noted previously, Shepherd maintzins that all of @w louns canme
ﬁonhthuﬂs. Givan that all of the lowns e lume besn abls to trave confinn
Shephard’s osal sepreseatations, andl he hud sufificlont fasils in tim variess asnossts vie aeviemed
to fully fund his campaign Inans, we do not believe it wanld be a worthwhile use of the
Commission’s resources to continue the investigation to attempt to ascertain the original source
of the remaining $60,000 in loans. See Heckler v. Chaney, 470 U.S. 821 (198S5).

C. Prohibited Contributions .

Audit Finding 2 involved the Committee's receipt of potentially prohibited contributions
from twelve LLCs totaling $22,900, for which there was insufficient documentation to determine
whﬂhuwnofmeuﬂcmm;h:ﬁmsshmldbemuﬁompumdﬁplormaﬁm. See
11 € F.R. § 110.1(g). Actordingly, the Commission found reasor to brelieve the Committet and
its treewuser violated 2 U.S.C. § 441b(a).

To evaluate the ten L1LC aomtributions fior wiicih thy staius was usinswo, va ovatacted
amd raceived appropriato documnents from all but two of the companies. Of the twelve
contributions, we have identified six (totaling $6,500) as prohibited carporate contributions.
Therefore, the Respondents violated 2 U.S.C. § 441b(a). Two companies did not respond; one of
them is out of business. Four companies are partnership contributions. Two of the partnership

¢ Tk osdR union wivised titat it is affilised with other credit unions whewe memburs vould scows theh soooums
through its branches and that it would be time consuming to determine who withdrew the funds. Considering the
minimoal amount involaed. we have not askad she credit unian to ceaduct additionsl smeeanch on the $1,000 cherk,
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contributions (Live Oak and Willowridge) resulted in excessive contributions totaling $7,200 and
are addressed in the following Excessive Contributions section of this report. The twelve
contributions identified by Audit, and the status as to each, are shown in the chart below:

Contribution |

Name Date Amount. - Business Status
Exceptional Inspections LLC | 9/8/2006 | $2,100 Corporation
Fredro Knight LLC 8/8/2006 | $2,100 Corporation
Max M Chotto Inc 8/24/2006 | $250 Corporation
Paul Flum Idea Centor Co -10/26/2006 | $50 Corporation

' | Subchapter S
BFM Corporation L1LC 11/6/2006 | $1,000 Corporatign

Subchapter S
LA Mar LLC 10/30/2906 | $1,000 J Corporaticn
Live Oak Minerals LLC 8/11/2006 | $5,700 Partnership
Willowridge Estates LLC 8/11/2006 | $5,700 Partnership
Sunex Holding Company LLC | 11/8/2006. |.$1,500 Partnership
Consultants L1L.C 11/6/2006 | $1,000 Partnership
Jewell Management Company | 1 -
LLC 11/6/2006 | $1,500 No response
| Mmntelia Cormections LLC 11/3/2006 | $1,000 Out of business

D. Excessive Contributions

Audit Finding 3 identified 36 potentially excessive contributions totaling $61,310. Of
that amount, $31,310 was eligiblo fer presummptive redesignation or reattribution. However, the
Committee déd ot fnllew the penoedures set fotix in the Comsmission regulstions for such
redesignation er reatribution. Ses 11 C.F.R. §§ 103.3(b), 1101 (b)(5), 110.1(1)(2). Ther=fore,
the Commission found reason to believe that the Committee and its treasurer violated 2 U.S.C.
§ 441a(f).

The bulk of the excessive contributions consist of donations from individuals who made
contributions for the primary, general, and runoff elections on the same date. Two LLC
partnerships (Live Oak and Willowridge) also each gave a total of $5,700 ($1,900 each for the
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primary, general, and runoff elections) on the same date. In cases where the contributor had not
given the maximum for the primary, at least some of the contributions could have been
presumptively reattributed or redesignated to the primary election with the appropriate
contributor notifications or authorizations.” However, the Committee routinely redesignated or
reattributed conttibutions without appropriate contributor notifications orauthorizations. The
rusuff oomeZutiens sppess 0 have boen Lowful at the tines they wore mads amd only becmne
problematie when the candidate last the genaral eleatien and vms ineligible for a renaff election.
As Skespherd was not a candidate for thie December 9, 2006 nunaff clection, the Committee
should have refunded runoff election contributions made by contributors who had already
contributed the maximum amount to the primary and general elections. However, the
Committee promptly became inactive after the general election and did not have sufficient funds
to make the refunds.® In other cases, the Committee accepted excessive contributions that were
eligible, in part or full, for rédesignation or reattribution and failed to refund them.

In sum, none of the excessive contributions were properly redesignated, reattributed, or
refunded, and the Conmmittee has not filed any appropriate amendments. Tlierefore, the
Respondents violated 2 U.S.C. $ 841a(f). To a Imge extaat, the disorgunized wad dysfunctional
campaign gpanatens desasihed i Segtion i1, A., suprs, appess to esplain, thaugh do nit exmme,

3 Since Louisiana does not have a separate primary, the state's ballot access deadline (August 11, 2006) is treated
as a primary election. s«uc.u.noo.z(cxm) Therefore, a portion of Shepherd's contributions could have
been presumptively redesignated to the primary election.

¢ The audit showed that the Commitsee did not maintain sufficient funds in its account to refund the excessive
contributions. The Committee’s Post Election and Year End Reports show that it used most of its available receipts
to pay campaiga dlobt and 30 pastially regay Shegherd’s campsiigs loaus. The Cosenitiee filnd an unsw:csszful
Tekatination Repawt on August 29, 2007 (during the audit) showibg zume closing £esh on hand - esaceliing out the
candidate loans. The Committee later ameasied the Termination Report on March 11, 2008 to permit candidate
forgiveness of the campaign loans,
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the Committee’s acceptance of excessive contributions and its failure to properly resolve or
refund them.
E.  Reporting Violations

Audit Findings 4, 5, 6, and 7 revesled sevesal reporting violations consisting of the
following: 1) 15 unreported 48-hour notices totaling $94,100; 2) 44 undisclosed contributor
occupiition and employer informution eatries totaling $55,350; 3) 38 undisclosed contributor
narse/addwonatribmsiom receipt date infomtion entsics tataling $46,150; and 4) oversates]
receipts and cash an hand balances totaling $54,740. The Commission foupd reason to beliave
that the Committee and its treasurer vialated 2 U.S.C. § 434(b) and 11 C.F.R. § 104.3. No
mmmimW(MudingW)hwedeniedumbmtedtheComhim‘smmm
believe findings regarding these violations. In interviews, campaign staff acknowledged the
reporting deficiencies, and again, their description of the poor communication mechanisms
employed by the Committee appear to explain, though not excuse, the reporting violations. See
Section III A, supra. Therefore, respondents violated 2 U.S.C. § 434(b) and 11 C.FR. § 104.3.

F.  $20,000 In-Kin@ Contribution

As previously mentioned, the foduat criminal investigation showed tht Shegherd
engaged in a money leumdering scheme that sold frendulent construction bonds from an
unlicensed bond company. Um&euhmswmsm.Moithﬂmmylm‘-eﬁng
proceeds that were deposited into his law firm’s accounts to pay for campaign expenses, which
the Committee did not disclose as an in-kind contribution. Based on that information, the
Commission found reason to belicve the Committee violated 2 U.S.C. § 434(b) and 11 C.F.R.
§ 104.3 for failing to disclose the resulting in-kind contribution. As it was unclear whether
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Shepherd’s law firm was a partnership or a corporation, the Commission also found reason to
believe the Committee violated either 2 U.S.C. § 441a(f) or 2 U.S.C. § 441b(a).

During the investigation, we obtained bank records and other information relevant to the
disbursement. The records confirm that on December 13, 2006, Shepherd used $20,000 (of a
$45,000 deposit from the fraudulent bond proceeds) w pay Buisson Creative Straxegies for prior
campaign expmiszs. Our invustigstion aiso elarified that the law firm is a svie propriewrship
LLC ovared by Shepherd. The Comamissien’s rognidiions al 11 C.F.R. § 110.1(g)(4) attaibute
contributions by a sole proprietor LLC as a contrihution of the sole proprietor. As such, the
$20,000 payment would b treated as an in-kind contribution by Shepherd. Although the
unreported payment constitutes a violation of 2 U.S.C. § 434(b), since Shepherd had no
contribution limit for his campaign, there are no 2 U.S.C. §§ 441a(f) or 441b(a) violations from
the payment.

Iv. CONCLUSION

Shepherd represented that all of his loans were made from personal funds, and his bank
accounts contained sufficient funds to make the loans. Based on our investigation, we were able
toconﬁmthnsmhudmldllwmimmlym&hisltoqwcmﬁom!ﬁs
persoant fonss, arrd we obtaioesi 50 enidonce showing thet noy of the remaiaing lozas wrre not
fram his paramml furnds, The investigation also damonstrated that the Committee accepind
$6,500 in prohibited contributions and $61,310 in excessive cantributions, some of which could
have been properly redesignated or reattributed, or should have been refunded, but were not.
The Committee also failed to report or improperly reported numerous items, including fifteen 48-
Hour Notices totaling $94,100 and a $20,000 in-kind contribution. It appears that these
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violations resulted from a weak campaign organization that lacked proper internal controls,
rather than from knowing and willful conduct.

} Under these
circomstances, we recommend that the Conunission exercise its prosecutorial discretion and take
no further action other than to send a cantionary letter to the Respandents, and close the file. See
Heckler v. Chauy. 470 U.S. 821 (1985).
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V.  RECOMMENDATIONS

1. Take no further action as to Derrick Shepherd Campaign Committee and Derrick
Shepherd, in his official capacity as treasurer, and send a cantionary lnftes.

2. Approve the appropriate letters.

3. Close the file.

g%’qu, ,[&q 1012

BY:

Christopher Hughey
Acting General Counsel

'@mLth!: i

Acting Deputy Associate General Counsel
for
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Kamau Philbert
Staff Attorney




